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OFFICE OF REPORYTS AND BSTIMATES, CIA |
 FAR EAST/PACIFIC BRANCH | B
IRTELLIGENCE HIGHLIGHTS WO. 36 ' O
20 JANUARY ~ 26 JARUARY 1949 i
SECTION 1. SIMMARY OF FAR BAST TRENDS AND DEVELOPMENTS L
A Chinens Communist statemsnt of polioy towards Japan poinisd out that i
svial of treda vetwoen the %wo areas hinged on the elimination of reaction= £
ary alements in the Jepanese Government and emphasized that the "Hew Chioa®™ b
intandad to have a voioe in Japansse affairs, along with the other major i
powers (oage 2). : N
Burma and Japan have concluded a trade sgreement covering the exohange 25X6é
of $23 million worth of goods in 1949 (page 3). i
3
Poiping capitulated to the Chinese Commmists this week and CHIANG's
Tantsd armies wers reported withdrawing south from the Yangtze defense
ing {pnge 7). CHIANG Kei-shek "retired” (page 7) and left to LI Tsung-
/jan the taak of conoluding a peece with the Ccemuniasts who have not mavered
from MAO Tae-tung's eight point demand for virtuml unconditional surrender 1
(pege 8)o : :
The Philippine Government is adopting stringent security regulations |
in view of possible influx of agents from China (page 10).
Burma is faced with a sericus economic orisis and is seeking foreign 4
finanoial assistance (page 10). ‘ i
The Slamese are studylng anti-Commmist measures (page 11)a i
Korean rightist youth groups are being consolidated under President i
Rhee's orders (page §&). ;

“fho marginal nolations used in suoceeding seotdons of this Vieekly
("aA®, "B* or "C") indicate the importance of the items in B/FE opinion
with "A" representing the most important,
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8#CTION Il1. DEVELOPMERTS IN SPECIFIED AREAS
GEHERAL
Chinese Commnists state polioy townrds Japan ne

A Chiness Commmist Party broadssst from North Shensi on 19 Jammry,
raveals an inareasinpgly comscious apgpressiveness in development of a Chinese
Communist polioy for Japan. Aimed at influencing the Japanese peneral
aleotions of 23 January, the Chinese Commmmist redio emphasized that after
8 years of cambating Japanese imperialism, “Rew China," unwilling to deal
with Japanese reactionery elemente, finds "“Japanese Communists and other
demoorats” best qualified to leed Japan to a "penuine close friendship”
with China. Dangling the prospeots of renewed China trade before marketa
seeking Japan, the brosdomst stated that while Japan needs to establish
soonomic and political relations with "People’s China," "Japanese resotion”
possesses nothing on which China muet rely. The Chinese Communists further
announoad that "whether American imperimliats and their Japanese pawns are
wiiling or not," the "New Chima" will oconoern itself with control of Japan.,

Probably the North Shensi broadoast oontribubed little to the surpris-
ing slection success of the Japan Communist Party (JCP), (The JCP increased
its lower house Diet seats from 4 to 35 out of 466 seete.) The "New China"
pronouncenent, however, played on the same note which JCP campaign psyshology
has stressed, namely,that Japan has mmaoch to gain by being friendly with a
Communist Chim,

Chinese Communist allurements to Japan for potential economic relations
nay be of considerabls aipgnificence, Chinese Communist planners do not
expsct extensive economic support from the USSR and may desire to resume
trade between these two economioally complementary areas with the thought
that, through graduel, judisiously applied pressure, they can assist the
JCP. (SEE SECTION III '

The expressed desire to participate in the control of Japan may indiocate
a two-fold ambitions (a) to play upon Japanese fears of a Communist China
while putting pressures behind a jump-on-the-bandwagon movement, end (b) to
help counter American influence in the Far East, Possibly antioipating-
international recognition of a Commnist~sontrolled Government of China,
the Chinese Communist Party undoubtedly aspires to China‘s present seat on
the Far Eastern Commission, where China holds veto power, and on the
purely advisory Allied Council for Japan, which "New China" oould employ
as a sounding board to mould Far Eastsrn opinion,
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GENERAL (oontinued)
Jepan-Burma trade arrangement oonoluded "B

Japan and Burma have ooncluded a trede arrangement covering the periocd
of 1 January to 351 December 1949, The arrangement ocontemplates a trade
balanced at 23 million dollars and is similer in outline to the over-all
sterling area trade arrangement nsgotiated in the autumn of 1948, It
providee for the purchase of raw cotton, rice, lead, antimony, tin ooncen~
trates, teak and rubber by Japan in exchange for cotton plece goods, silk

and rayon goods, cotton yarn, ocorrugated iron shsets, truok tires » tubes,
pottery and porocelain,

Before the war, Burma was not important in the foreign trade of Japan
proper, accounting for only 0.6 percent of exports (mostly cotton goods
and 0.3 percent of imports (raw cotton and eins), Currently, however,
trade with Burma 18 important to Japan because it affords a trade ohannel
in Southeast Asia, an area which Japan is anxious to develop so as to
lessen its economic dependence on northeast Asian markets, now in large
part Communist-deminated, Trade with Japan is important to Burma because
before the war Japan was a significant market for one of Burma's major
exports--raw cotton,

The trade arrangements may encounter diffioulties., It is broblematicala
for example, whether the International Emergency Food Committee (IEFC) will
permit the allocation of rice to Japan, In addition, instability in Burma

will make both the produstion and export of the required eommodities
diffiocult,
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« FPremier Iee Bum Suk hes instructed hie Koree
National Youth Corps (KNYC) to accede to President Rhee's ultimatum .
requiring it to join the Qreat Karea Youth Oorps (GKYC), Rhee has been
sttempting to comsolidate all rightist youth orgenisations in a single
allegedly "mon-political® front, under his indirect leodership, desipgned
to defend the Republic against Commmism and to serve as the mieleus of
a projected 50,000 man Militis, Pramer Iee had Wuilt a strong political
following on the besis of his lesdership of the KNYD, and hie inltial
hesitation in ordering it to merge with the GKYC under Rhoe's naminal
leadership incurred the President's displessure. While the Premier's
recent action may improve his reletions with Rhee, Lee will probebly
contimue to fight for politisal lsedership of Korcanm Youth Iy attempting
to place XNYC membors in key positioms in the GKYC, the Militia anxd the
Army. Since the GEKYC is %o serve ss the mucleus for the Militie, which

RET
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ECGREA {Cont.)

wlll be under Iee?s somirol in his position as National Defense Minister,
he oan probably regein mach of the power thet he now exercises s Chief
f of the KRYC in the Youth Corps, The recent appointment of Les Chun Sik,
i formerely a KNYC deputy, as commsnding officer of the regiment assigned
! the politically important mission of defemding Secul, ie indictive of
, Lee's political strategy, o
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CHINA

Nationalist orgenized military resistance ends. The completely o o
denmoralized and defeated armies o% CHIANG Kal-shek are reported to
be retreating south from the Ranking-~-Shanghai ares and the Yangtze
defense line. The oncoming Chinese Communist arnies are believed
to have reached the Yangtze and currently to be awaiting orders
to cross the river. Prior to this latest Chinese Commumnist advance,
CHIANG Eai-shek, at long last, decided to "retire" and departed for
Fenghua to "sweep the tombs of his ancestors.” When CHIANG left,
he turned over the confused remnants of his regime to Aeting Presi-
dent LI Tsung-jen, who is at present frantically attempting to negotiate
an "honorable peace® with the Chinese Communists. However, with the
disintegration of organized Nationalist military resistance, LI's
bargaining power is nil and he can expect little better terms from
the Chinese Communists than unconditional surrender,

Meanwhile, with the calm capitulation of the ancient North Chins
capital of Peiping on 22 January, the Ch:nese Communists added another
victory to their list and deftly administered the 'ooup=de~grace® to
the Nationalist military position in North China., WNationaliet Gen.

FU Tso-yl surrendered Peiping to the Communists, in exchange for a
guarantee of his personal safety and the removal of his nane from the
Communist list of "war criminals."” FU apparently made this deal with
a view toward getting out later and returning to his home territory

in Suiyuan Province. The Communists, on the other hand, probably

are aware of FU's intention to “go back to the farm," and therefore
will make every effort to keep him under their thumb so as to forestall
any possibllity of his ever again becoming a formidable adversary.

The peaceful capitulation of Ealgan, Tientsin, and Peiping has
sot a pattern which will probably be followei by the defenders of the
remaining Government-held cities of Nanking, Shanghai, Hankow, Tsingtao,
Sian and posaidbly Taiyusn, Consequently, the last major engagement
of China's civil war appears to have been concluded. -

CHIANG Kai-shek "retires.” CHIANG's deoision to retire from the o/ 4
Presidency of the National Government, at a time when its collapse
is imminent, evidences his intention to demonstrate that Vice Pres-
ident LI Tsung-jen cennot make an "honorsble” peace with the Communisgts
end that continued resistance under CHIANG's leadership is the only
alternative to unconditional surrender. CHIANG*s action is also
caleulated to put on the Communists the onus for declining to halt their
attacks exoept on terna contemplating early communization of Nationalist
China. ‘

Legally, CHIANG's "retirement” involves no more then his & baence
fron the presidential office, to which he may return at will, He
still heads the Kuomintang and its committees still control the National

SECRET
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Government. MNoreover, he has recently strengthened his authority
in warious provinces of South and Southwest China by the appointment
of dependable subordinates to key positions. While plans have been
partially carried cut to use Taiwan as an ultimate haven for Nationalist
leaders deapite the possibilities of a native uprising there, CHIANG
has made additional preparations to employ South China as a base of
resistance and has moved Government resouroces, records, and personnel
both to South China and Teiwan. If LIi®s efforts to make peace are futile,
CHIANG will be in & position to resume active dirsction of the National
Government and may eventuslly head & government-in-exile with the hope
of recovering control of China as a consequence of World War 1II.

Acting President LI's newly appointed pesce delegates, SHAD Li-
tze and CHANG Chih-chung, have little to offer the Communists and
realiration of their difficulties probably will impel the majority
of Nationalist leaders who still poassess regional authority to a ttempt
further resistance, probebly in cooperation with CHIANG Kai-shek,
Leftist leaders and lesser Nationalist figures may acco.modate them-
selves to conditions of Communist rule, somewhat aa those in the
Peiping-Tientsin region have done,

Joint Conmunist-Natjorwelist administration set up in Peiping. b
FU Tso-yi's agents accepted terms ol surrender for Peiping which will -
facilitate a gradusl and orderly assunption of power by the Communists
and which involve the cooperation of Nationalist militery and civilian
officials during the transitional period. Another provision of this
acceptance is the future inclusion into the Communist forcee of all
Nationelist troops in Peiping. Probebly some of the peace~-makers will
be given at least temporary roles in the Commnist edministration,
Meanwhile, Marshal LI Chi-shen and other dissidents who reportedly
have besn conferring with Communiet representatives at Shihchischuang,
south of Peiping, isasued a statement, bromdcast over the Communist
radio, which denounced Hatiocnalist peace overtures and otherwise
adhered closely to recent Communist propagands lines. Marshal LI's
Kuomintang Revolutionary Conmittee may serve as a vehicle for admitting
& limited number of Kuonintang members acceptable to the Communists
into the future Cormunist-dominated coslition government.

Communists view CHIANG e# principel enemy. Chinese Communist AR
broadcasts have denounced CHIANG's "retirement” as & tactiocsl meneuver
inspired by the US and have accused the US snd the Kuomintang of
plotting to build up South China and Formoss ss bases from which "to
destroy the revolution." The Communists are genuinely concerned
over CHIANG's prospects, with US assistance, for delaying total
surrender in Chine.

The Communists have made clear that realization of MAC Tse-tung®s
eight-point program ie thelr aim; the presence of specific individuals

e
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on their list of "war criminals™ is the only point susceptible to
acdificetion. As bargaining points in his favor, Aoting President

LI w21l ~laim both control over remaining Naticnalist forces and
‘nternationa) status as thelega) Nationsl Governnent of China. It

in doubtful that LI's government really has such oontrol or such stotus.
FA0's insistence upon the "reorganization"” of all Nationalist Arni es
's likely to split LI's government sharply into two groups, with only
thoss who control no eignificant military forces favoring settlement.
The other proup can hold out temporarily in South and west Chinm,

and may &t any time join Porces with CHIANG Kaj-shek upon his return
fron "retirsment.”

The Cormurists are well aware that, the Genaraliesimo is pleying
for tims. Thus, while the Communists w1ill accept with plessure what-
dver concessions are offered then by the ineffectual goverument in
Nenking, their prineipal enemy is and will remain CHIANG Kai-shek,
who will not compromise with the Communists and who will continue
to be 2 serious obstacle to the realization of the Communist eins
&3 long as he reteina any vestige of military or political authority.

Recail of Soviet Ambassedor inm lies policy change. 4 chenge in
Soviet policy in China may bs Indicetsed by the recaI§ of Soviet
Ambassador N. V. Roshohin. Gen. Roshshin forner Military Attache,
was appointed Ambassador in February 1948 after conferences in Moscow,
The USSR apparently concluded that the US program of aid to China,
arnounced at that time, was certain to be a failure and t herefore
that the Chinese Government might well accept a Soviet offer to mediate
in the civi) war which Roshchin hed already advanced informally,

Since Comnmunist succesmes throughout 1948 made Soviet mediation elther
unpecessury from the Soviet wiewpoint or undesirable from the Chineszs
Commmimt viewpoint, the iSSR recently declined the National Govsrn~
rent's invitation to medimte., Roshohin has again been salled to
Moscow, mnd Seviet affairs in Nenking will egain be entrusted in

4 Charge d’Affaira who presumably will be unable to ccmmit the USSR

t0 & couree of action in the absence of an épmbassador, Roshchin's
contacts and operstiona for the past several years have been with

the “hinese Nationalists rather than with the Communists, It ig
therefore quite possible that Roshchin will not return a8 Ambesseador.
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PHTLIPPINES

Goverument weeried sbout influx of iggts. The US '‘tilitary Attache
in 1a has reported that the PP e Covernaent 1s beeoming in-
ereasingly eancerned over the possibility of foreign agents infiltrating
the Philippines, He states that oivil and military intelligence agensies
are imposing stringent restriotions over the inconming stateless Shanghai
refugees who are being permitted temporary asylun in the Philippines,
Security msasures adopted by Philippine officials may also be inspired by
recent that Chinese Comamists are being smggled into the Phil-

Chinese——including a sumber of emgglers,

deserters—have entered Zamboanga Province on the southern Philippine

island of M"indanao. Although there are probably few astual Communist

entriss into the Philippines at present, greater infiltration is posaidble

in view of: (1) the Philippine Naval Patrol's inability to guard the long
ine coastline aga activities and 1llegal entry; and

BURMA

Government needs foreﬁ loans, It is becoming increasingly evident
that Bursa's c es are steadily undermining the country's
#inancial stsbility. Not only is the Government burdened with heavy mili-
tary sxpenditures, but the various insirrections are seriously interfering

25X1X ¢

25X1X

25X6 |

ngn

with exports the operations of Government-ovmed utilities and the ecollection

of taxes. In addition to Government offorts to deal with the critical fi-

nancial situation by cutting cost~of-living allowanees to Government workers

and promlgating an ngusterity progranm”, foreign financial assistance is
being sought. The Information Minister has requested Burmese newspaper
editars to tone down their attacks upon nAnglo-American imperialists and

bloodsucking capitalists® in order to avoid antagonising prospective leaders.

Indis and the UK are the most 1ikely scarces of loans because Burma's rice
is of great importance to both, India needs all the rice it can get for
its own use, and the UK needs rice for the food-deficit areas of the Far
Rast, particularly in Valaya, which produces a largs amount of dollar ex-~
changs. The UK is reparted ready to loan Burma 200 million rupees (sbout
#47 million,) It is expected that a request will be made of Indla, Such
loans, however, will only have a temporary effect until law and order are
restored, and offer little prospect of fundamentally improving Burma's
deteriorating economy. The Burmess Government is not believed capsble of
enforcing comprehensive austerity, or checking inflationary conditions.
The reduction of governmental allowances may Jead to strikes by Government
workas which will further curtail the Government's capacity to function
effectively.
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Government studies anti-Commnist measures, Although the Siamese b i d
Government esncuses no de te =C st program, Premier Phibul

indicated at a press conference last week that the government is examin-
ing measures to combat Comminism. The Phibyl government 1s aware that
Communism is eonfined chiefly to Siam's large Chinese minority which
dominates the labor foree and the mercantile class, The government is,
thersfore, primarily econcernad with the nroblem of limiting Chinese con-
trol of labor unione and the reservation of certain occupations to

Sismese nationals. Furthermore, in an effort to remove nossible causes
for the shread of Communtam among 3iam's overwhelmingly agrarian popula-
tion, the government is studyihg the advisability of reduc ing foreipn

land ownership and the possibility of inecreasing cooperative land-holdings.

- At vresent, Siam has a vromise of limited military aid from the UK
and, in addition, is making strong overtures to the !'S for military and
economic assistance as a means of withstanding Communism, Desnite the
anparent anti-Communism of the preseat regime, however, the Siamese are
capable of making the adjustments necessary for dealing with a Chinese
Communist government recognized by world powers., This would be entirely
consistent with Siam's past history of opnortunistic adaptation to po-
1itical developments elsewhere in Asia, '
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SECTION III. DIGEST OF IMPORTANP STUDIES AND RSTIMATES -

ECChCMIC PROSPEGCTS IN MANCHURIA FOR 1840.80

- e

SUMMARY

The oonsolidetion of Mamwimria under Chinmsa Commuist ocomtrol is of
major significanoce both t9 the Commmist position in China and to Far
Esetarn trade. The reintezration of NMukdem's Srdustries with the agri-
cultural hinterliand will permit expanded output, and resmtoration of the :
communications system will ensble the Communiets to mobilixe surplus food
and industrial raw materials for uee in China and for export abroad.

Under Communist oontrol, Manchuris may in the next two years re-emerge as an
irportant factor in Far Rastern trade, deapite political factors which may
affeot the quantity and direction of Manchurian trade. .

rospective Production

Unified political control and restored commmications will enable the
Comrunists both to realize greater returns from Manchuria's apricultural
surpluses and to exploit industrial raw material resoursces on a considerably
increased eoale. Light industry, of which the most important ts textile
produotion, will be stimulated by the return of pesce to Manohuria. Ewen
with a substantially increased outout of sotton textilea, however, the ‘
local demand will not be met., The heavy indugtries, chiefly iron and steel,
bullt by the Japenese in Manchuria, will probably remain largely inoperative
until the machinery needed for their rehabilitetion can be imported.

Prospeotive Exports

Inoreused output of industrial raw meterials end agrioulturel products
would have an immediate effect on trade in the Far Eant, Because of the
soricus deterioration of industriasl plants, the Manchurian eoonomy cannot
now absorb all the raw materials it is eapable of produoing, Yet Manchuria’s
need of machinmery for industrial rehabilitation and essential consumers!

goods gives her a strong inocentive to produce more than she can consume at
home, in order to market these exportable surpluses,

Inthemxttmmn&mhuua-hnuldbeabletoprodu«anrpluor
three million tons of grain and soybveans for foreign markets, S-6 million
tone of coanl, 500,000 tons of iron ore, 400,000 tons of salt, and unestimated
quantities of lumber, magnesite and molybdemm.
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Prospectivwe Markets

will be a steady world demand for Manshurian vegetable oil and some :
rinerals., Aside from political oconsiderations, the Chinese Cormmunist Party
would find a matural market in Japan for Manchuria's surplus of soybeans,
coking coal, salt, and irom ore, Japan ie a potential supplier of those
capite]l and consumer goods whioh Manchuria needs,

Political Consideratiomns

Whether Manchuria’s export potential will be exchanged in the most
advantageocus markets depends largely on whether politioal oonsiderations
determine economic poliesy. The USSR may be expscted to influence deoisions
of the Chinese Commmist Party regarding Manohurian trade, both by virture
of Soviet ideological affinity with the Chiness Communist Party and by the
USSR's shere in control of the important port of Dairen and the Manchurian
railroad systen.

Two political considerations may prevent the export of Manchuria's
raw material surpluses to areas (such ss Jepan) which will give the Commnists
the greatest return, Firet, both the USSR and the Chinese Commmists may

~agreo that exports contributing significantly to Japan's eoconomie reoovery

and war potantial would be undesirable, Second, the example of Eastern
European satellites indisates that the USSR, for its owmn ssourity purposes,
may well cbjeot to the industrial restoration of Manchurie, through exchange
of raw materials for factory machinery,

In contrast, thres oconsiderations will encourage Manchurian trade with
noun~-Soviet countries, First, from the Chinese Communist viewpoint, there
is 1ittle hope for early industrial rehabilitation in Manshurie except
through trade with countries like Japan that can provide the required capital

Japan, which would benefit the Soviet Far East economy as well as strengthen

the Chinese Commmmist eoonomy in Manchuria. Third, a large part of Manchuria‘s
potential export commodities would be only of marginal significance to Soviet

It may be comoluded, that although economic forces will promote a

Far Eastern blos, political consideration will keep such

#7)

T T

substantial amount of trade between Manchuria and ocountries outsi f\-i__ iet :
RIa LS Below o

its potential maximm during the next few years, ¢ol e
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